By ALLAN H, YOUNG

Alternative Bstimates o (orporate Depreciation

'COEPDR.&.TE capital eunsumpl:iurn
allowances in the nationsl ingome and
product accounts are bazed primarily
on the deprecistion claimed by corpore-
tions under the Federal tax laws and

tions.! Becavsa of the many
changes in these laws and regulations
since 1040, it has bocome increasingly
difficult to anelyze not only the depre-
ciation data bul aleo the profits figures
showst in the aceounts. For some typea
of analyses, it is desirable to uss instead
figures based on deprecistion methods
and servies Kves that are conzistent
over time.

The valuntion of depresiation poses
snother problem whose solution requires

preciation estimetes that differ from
those published. Depreciation n the
national aorounts is velwed in terms of
ths historical gost of mssets and thus
reflects a mixture of the prices of the
various yesrs in which the investments
were made. For this reason, neither
corporates depreciation nor corporate

-.profitz are comparable over time, nor
are they comparable with other com-
ponenta of the accounts for any given
¥ear.

The main purpese of this study is
an evaluation of long-term trends in
profits. Tt involves the derivation of
sonsistent measures of corporate depre-
ciation thet can he substituted for
those in the national sceounts in order
to ohitain estimates of corporate profiis
vnaffecied by chenges in deprecistion
practices. It also involves the computa-
tion of depreciation in terms of current

+

L. Capital conrnmption alkwargs of sgporstions 1o thy
Hationel invomw and produck worohnts are sunewhat mHes
oomprahicriive than dapresiathn (lolmod oW corporats tax
. (See appendic table C fer the redatkonahip between
CpOTRM depreciation reparted o the Ietans]l Romeiue
Sirvice, toepabibe oepltal poneomption afinweamrss in the
Taklonal woconnts, aid M eiictpt weed in thila articl.}

The many changes in the lawe and
regulations that have liberalized depro-
cictipn praciloes sinpe #he atart of
Wordd Wer IT have made ik diffandt ta
interpret long-term trends in corporate
depretiation snd profts. This article is
the first of o two-part study whose
primary porpose iy to assess trends o
eorpomate profite affer makjng allow-
ances for these obanges The arbide
prasonis & st of caleaiationa thay show
the importance of the major changes in
deprogiatinn practiees. In the parlod
1941-66, corporate depreciation is esti-
mated to bave totaled 360 billicn o
%95 Billiow mors than it would have
with pre-Weorld War II practices. The
gecond part, whick will cppesr In o
ilater jssua, will ommesg trands in profits
from 2192% to 1985 by providing alternn-
Hve catimoates of depreciation hased on.
depreciption methode ond serviece lives
that are consictant over time.

prices. Several alternative mensures of
depreciation and corresponding profits
estimates have been prepared because
s wide range of possibilities is open
to the analyst—depending on the
methodz of depreciation nsed and the
pssumpticns made as to service lives

of amsets, in addition to the chojee of

assat valuetion.

The resulis of the study sre heing
presented in two articles. ‘This article,
part I, is concarned solely with deprecia-
tion. It develops » methodology by
which the corporate depréctation re-
ported to the Internal Revenve Service
(IRS) can be approximated by the use
of time series on corpornte investment
underlying the national sccounts. This
mekes it possibla to examine the effects
of the major changes made in depracia-
tion praciices since the start of World
‘War IT. Fhess consist of three adminis-
trative or statutory changes—the 60-
month amortization of defonse fncllities

and Profits: Part I

firgt permitted during World War II,
the introduction of accelerated meathods
of depreciation in 1954, and the 1962
Guidelines—and a fourth shange, which
was the gradual shortening of sarvice
lives in the 10 to 20 years prior to 1962,
Bereause of the uncertainties associsted
with this gradual reduction in service
lives, it was not possible to present a
singla approximation; insiead, threa
approximations are provided. Faré I
also presents an appeodix that includes
1, dizenssion of the procedurss and deta
usad in the atudy.

Part IT, which will be published in a
later issua of the Sorviy, presends
zeveral alternative esfimates of depre-
ciation that eliminate the effects of
changes in depreciation praciices; the
data. are given in both historicel and
corrent costs, The alternative eat.ima.tﬁt
are substituted for the capital consump-
tion allowanoces in the national accounts
to derive nlternstive estimaées of cor-
porate profits. The oliernatives are
compared with published profits, and
for each, the ratios of pruﬁt.s o gross
corpozrate product and $o income uTigi-
nating in corporations are compubed
over time. This part of the study ex-
tends and revises a similar analysis that
appeaved in the October 1963 Svrvzy?

Major findings {port I}

The changes in depreciation praoc-
tices since 1040 heve permitted corporn-
tions to recover the costs of fixed
investment more rapidly than was for-
merly the case. With o vising investment
straam, this Nberalization has yielded
substantially larger depreciation allow-
ances than would have arizen from the
depreciation practices in effect hefore
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World War II. In the period 1841-88,
corporate depreciation allowances {ex-
cluding depreciation on farm and resi-
deotisl properties) are estimated to bave
totaled 280 nllion to 385 bikon mors
than ther would have with the pre-
World War I practices (table 1).

During World War I and during
and after the Korean war, investment
in defenee Facifitios could be amortized
over 60 months. Amortization has con-
tributed about $9 billion mors in depre-
diation than wounld Bave resulted from
the 2o of standard service ives. Amor-
tization based on 60 monthe has ron it
courss einea this propram was discon-
tinned at the and of 1950, The net affect,
of smortization on depreciation herame
nggntive in 1961 and will remain so
unti] the Facilities so amortized resch
the end of their serviee lives. At that
tine, the net affact on depreciation will
have balanced out at Zero.

Tnder the Revenue Act of 10954, cor-
porations ware permitted to use secel-
erated mathods of depreciation for new
investment ss an alternative to the
straight line formula. In the 1954-86
period, the new methods added ahout
$23 billicn te the depreciation charges
that would have resultad bad ol cor-
poraiions continued to usze the atraight
line formula.

The Depreciglion Fuidelines and Bules
issued by the Treasury in 1962 per-
mitted corporations to make several
changes, the mcst important of which
allowed depreciation of investment in
naw and existing equipment o be cal-
culated over shorter service lives than
had been used previcusly. The use of
the Cidelines is esimmeted to have
added sbout $10 billion to depreciation
charges in the 106286 period,

Reductions in tax service lives in the
I0 to 20 years prior to the (Guidelines
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alse inarensed depreciation charges.
Depending upon the assuraptions 2z to
the timing am reduction in service
Lives, the additions] deprecietion ih the
1941-66 pericd is estimated to range
from $1§ billion (approximation III)
to 540 hilkion (epproximation I). The
“sorrest” figure is likely to be near the
$40 billion of wpproximation I. This
approximation is based on the assump-
tion that tax service lives decreased
over & long period, from 100 percent of
Bulletin F in 1940 to 75 percent of
Bullatin F lives in the mid-fifties. The
study found lase support for the nther
approximations, which sre based on
astumptions thet tax sarviee lives wets
eonstant throughout the 1940°s. ’
In 1966, batwaen %6 billion and
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$0 billion, of the $36 billion of sorporate
depraciation allowances was due to the
biberalization in deprecintion practices
simee 1MG (chart 6}. Of this vmouat,
the sacoelerated depraciation formules
accpunted for sbout $3Y billion, the
Giideling servico lives for sbout $1¥%
billion, and the pre-Guidsline shorian-
ing of service lives for $2 billion to
$4% hillion. Offsctting these additional
amounts was about $Y billion attrib-
utable to the negative affect of GO-
month smortization of defense {acilities.
Correspondingly, corporate profits be-
fore taxes, at about $80 billion in 196G,
were from $6% billion to $9 billion less
than they woilld Hive—beEn in the
ghaence of the changes in deprecistion
practices.

Tax Depreciation

This zection presents the results of a
procedure that attemnpts to approxi-
mate the corporate depreciation and
smortization reported to the IRS
The computations make use of OBE's
historical time series ¢m investment
flows together with certein assumphions
a3 to the corporate shere of investment,
depreciation methaods, and service lives.
The computed estimates includs allow-
ances for the intreduction of accelerated
methods i 1954, the Cuideline Jives
i 1962, the reductions in service lives
mpde prior to the introduction of the
Chuidelines, and the 60-month amorti-
gation.

The depreciation figures with which
“the computed estimates are compared
exeluds fartn deprecintion and deprecia-
tion on residential property owned by

Table 1. Depreciation Resukting From Liberaliration jo Depreciation Practices Since 140
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corporations, but include estimates of
sccidental damage to fixed copital as
estimated in the national incoma ae-
counts. They will be referred to as
NIA-IRS depreciation. (Sae appendix
table C for their relationship to IRS
corporate depresintion and corperate
eapital consymption aMlowences in the
pational aceounts.) The estimates com-
puted from the corporate investmant
data will be reforred to as the approxi-
mations.

A close fit to the NIA-TRS depre-
ciation series may be teken as evidence
that the computed depraciation repre-
eents essentially the zame asset base
gz underies NIA-IRS depreciation
and that the asssumptions regerding
servies livas and methods of deprecia-
tion correspond to those actvelly used
by corperations in reporting to IRS.
It would slso mean that we can have
confidenve in our estimates of the
affects of chenges in deprecintion prac-
tices since World War IT thet sre dis-
cussed in the aréicle and in the alierna-
tive measnres of deprecietion to be
pressnted in paré I of the study. ‘

The laws and regulations govermmng
the reporting of depreciation to LIRS
and the basis for selecting the deprecia-
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taon methode and sorvice lives used to -

ecompute the approzimations sre dis-
cused briefly in the following sestions.®

Methods of Depreciation

Tntil 1954, most investment was
depreciated by the straight line method,
i which the value of the asset is de-
preciated in equal annual amonnts over
ite service life. There was very little
use of other methods, such g5 the unite-
of-production method and the daclining
balance method at 1% times the npplice-
ble straight Line rate. Accordingly, in
the approximations all investment privr
to 19564 was deprecisted with the
straight line formuls.

The Intérnal Bevenue Code of 10584
permitted businessmen £o depreciste
new ihveatment made in 1854 and sub-
sofuent yesrs with the dadining balanae
meothod at twice the applicable siraight
line rate {double-declining balance)
and with the sum-of-the-years-digits
mathod. As eomparad with straight lina
deprecistion, both of these methods
{daseribed more fully in the appendiz),
permit the busmessman to recover mora
of an asset's oost m the early years of
its life. To approximate the introduction
of thess accelarsted mathods, about 30
percent of total new invastment in 1054
was depreciated with the donble-declin-
ing belence formula, and the proportion
was graduslly incressed to sbout 85
percant in 1960 and thereafter: the pro-
portions are shown separately for mann-
facturing snd nonmanufacturing in the
table below. The remaining investment
in thesa years was depreciated with the
atraight line formmnla.

4 A mnye theroogh daoosieon of tax dapreelatin practiss
ey b Sorumd 1o the folbowing: Edpow L. Gracs sod Faal T.
Hioriag, eprecinitim, Kooald Fras Ca., 1955 Fredariok W.
Sterernon, “'Tar DHpoedisbon and Bodnees Ressoros:!"
ket Bood Pecord, Mokl Wdostylal Confarencs
Beard, Jolv and Seplomhar 1965 and March T088; Gearpo
Tarborghi, Racllstle Duprasiclion Potiey Machinery and Aled
Prodits Taasthicte, 13H; Geonga Terbargh, Tha Foding et
A Curprale Tox Degweehation, Mochinery' and Allled Frodocts
InpHbale, 148 Morman 5. Ture, Adeoderaicd Deprecioiion
o the Dmitad Satay 190E=0, Nallonal Burssu of Ecompmin
Kesthrch, 1857; U.5. Treamury Dapartiosnt, Intemal Bivee
e Bervies, Bl P (Rrpirsd Fonuary 158 bacose Tar,
Depreciation wad Obscleycencr, Ewimadd Thod Lieer zod
Demegiaiten Frded; U8, Treasnry Departwwbt, Tntomal
Barmnos Sarviem, Regnlations Fooitng ts Deprasiabios,
Treaitiry Decieien [a. 6TAREOM; 17,5, Trysnary Dapartmmnt,
ln'n::aa.lnmemm . Dieprechation diuifalinn apd Bali,
™Y August 106 TE Tregury Depsrboent relessa,

“Treasary Tibelizes Drepraofalivn Bules,” and whbwied
rateTindl dubed Frbrusry 15, 188
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These percentages sre obtained from
information sompiled by IRS on the
asmount of depreciation claimed each
year with the double-declining balanos
method and the sum-of-the-years-dipite
method. Experimentation showed that
the two acrelernted methods provided
almost identical estimutes of deprecia-
tion sinee 1954 so that it was not neces-
sary to use both of them to obtain »
satisfactory approximation.

Sexvice Lives

The term “servica life” is used in
two ways in this study: tax service life
and actuel service lifs. This section

. CHART &

MRIRS Corporate Depreciatisn?’ for 1966
$5~ Lilon to $9 billon due to liberalizalion
of deprediation practices since 1040
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denls with tex serviee life—the period
over which dapreciation on an asset is
clajimad on tax returne. At the and of
ftz tax service fifs, an ss=set is fully
depraciated for tax purposes. Subse-
guent sections of the study refer to
actual serviee life, that is, the period
over which ah assat is retained in serv-
icz by the business. Tsx and actusl
sarvice lives areé not mecessarily aqual
although IES in gene¢ral requires busi-
ness to usa tax lives that are approxi-
mately the same as astuel service lives.

Tha discuesion of the svailable evidencs
on which the estimates of tax service
livea are haged is orpanized as follows:
(1) tax service lives prior to Trasury
Decision 4422 in 1934, {Z) tax eervice
Eves from 1934 to 1962, (8) 60-month
nmprtization of defense facilities, and
{4) the Guidalina lives in 1962,

Pre-1934 service llves

Diepreciation was first allowed in the
income tax lew of 1909, and practice
prabebly varied widely during the next
two decadas, when depreciation ac-
counting was evolving. The IRS pub-
Bshed eatimates of average service lives
in the firsi adiilon of Bulleiin ¥ in 1820
and in n second edition in 1931. Little
information iz avaleble as to how
cosely the tax secvice lives corre-
sponded to these early IRS estimates.
It i generally ogreed that tax service
lives during this period were shorter
than those that resulted from Tressury
Decisinn 4432 in 1884, but hew much
shorter i not known.

For the approximations, the tax serv-
ice lives prior to 1934 were assumed to
be the same as those used after 1934.
This sssumption has little effect on the
computed estimates after World War
II. Much of the Investment made
Lefore 19834, particulszly in the horter
lived equipment, was fully deprecisted
by the end of World War 1I; further-
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I CHART 7

Porcent of NM-IRS Comorate Depreclation’’ Due te
Liberalization of Depreciatien Practices Since 1940

1. See hcimala 1 labha 2 b g,
WS Dparivrs| ol Do reves, {Mict ol uplngy: Comani=

more, the dollur ameount of investment
has been much greater in the postwar
pericd than in earlier years.

I934-62 service lives

With Tresaury Decision 4422 in 1934,
the Treasury Department bepan to
alter deprecintion accounting practices
substantially. Business was required to
begin shifting from item accounting to
group accounting and to use, on the
sverage, longer service lives for both
new and exisiing investment, These
changes were also spplicable to yenss
prior to 1984 for which & corporation’s
book were stil! subject to nudit. The
result was to reduce depreciation allow-
ances in the 1930's, leaving more to be
recovered in later years.

In general, the third edition of Bulle-
tin F, published in 1942, contained
estimnies of servies lives that were
longer than those given in the 1031
editicn. In view of Treasury Decision
4422, the service Hves in the 1942
edition of Bulletin F ore probably
indicative of the tax lives in the late
1930's ag wall a5 in the early 1940%
although a firm, if it justifiad tham,
conld vge shorter lives than Bullatin F.

At some point in the 1940’ or sarly
1950°3, n deoline in tax sarvice lives
set, in, but littls 33 known about when
it begen and whether ite pattern and

EHed=?

timing wos the same for manufactunng
snd nonmanufacturing and for equip-
ment and structures. However, by tha
lata 1950%, tax service lves were well
below thoze of the 1042 edition of
Bulletin F. On the basis of deprecintion
studiez conducted by IRS, the nveragze
tax service life of new investment by
corporations from 1954 to 1959 s
estimated to have besn almost 25 per-
cent less than Bulletin F. The redue-
tiang from Bulletin F wera larger for
nonmanufpcturing than manufacturing
and for equipment than for sbroctures,
bt all of these averages ware within the
range of 75 to 80 percant of Bullatin F.

Dring the 1950°s, two developments
contributed to the decline in tax service
Yives. In 1853, IRS issued a directive
relaxing depreciation audit practices
that probably resulted in shorter servies
lives for new investment. In 1954, the

Aprll 1988

adoption of accelerated deprecistion
methods bhegan; the new method: re-
quired new depreciation sceounts and
in many instances probsbly led cor-
porate management to review ifa de.
preciation practices and to adopt shorter
tax livea. Some anelysts feal that these
two developments account for the de-
cline in service lives and +hat little
declinie peourred before 19534

However, there is some evidence that
-tax service lives were declining during
the 1940's, The ratio of gross stocks te
straight line depreciation may be used
as wn estimate of the overage service
life of existing assots, Because of o shift
in investment mix from structures to
equipment, this ratio should hewve de-
chined during the 1940's, but the ratic
based on tax returns filed with IRS
declines more than one would expect
from the change in mix. This suggests
that the tex service lives were not son-
stont bub were declining during *the
1940%.

In wview of the upeertainties about
the gradual shortening of tox service
lives, three approximations wers com-
puted on the basis of different assulnp-
tions. {Ses the table below.) In each,
the petcentage redactions of Bulletin F
lives were asmumed to he the same for
siruciures 85 for equipment and the
same for both manufasturing snd non-
meannfecturing. According to assump-
tion I, tax =ervice lives wers constavt
at Bullatin F untjl 1940, dedlined to 85
percent of Bulletin ¥ {(abhreviated .85F)
in 1842, and then more rapidly o 75
percant of Bulletin F {ahbraviaied .75F)
in 1957. According to assumption II,
tox servies lives wera constant at Bulle-
tin ¥ until 1952 and then declined to
-T5F in 1957, Aceorfling to Assumption
11T, tex service lives were comstnot nt

4 Cwooge Tobocgl, The Fadlag Swk in Corpirate Tox
Dapreciaiion, pp. 58,
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A5F until 1952 and then declined to
J5F in 1957, Theee Eves refer to the
tax service lives applicable to new in-
vestment in the indicated years and not
to the average of the tax lives of invest-
ment existing in those years,

G0-ronth amortisation

From 1940 to 1945, investment in
defense facilities under certificates of
neceasity could be amortized over 60
months. In addition, o 1945 stetute
retrogctively permitied amortizable in-
vestmeant 0 be completedy amortized
during the period ending with 1945,
Most amortizable mvestment made in
1945, for example, waz completaly
written off that year. The provision for
asmortization was reimstituted during
the Korean war and agwin in 1953, con-
tinuing until 1059, Amortisation as
reported ta IRS ie included in the
NIA-IRS depreciation eeries. Since
there are no direct estimates of the
amount of investment that was amor-
tized each year, it was necessary to
prepere estimates of amortizable in-
vestment by working barkwards from
the smoriization figures reperted to
IRS, Tn computing the approximations,
the standard servica lives were applied
k¢ a corporate mvestment tofel that
was redaced by the estimmated amount of
amortizeble inveatment. The resulting
depreciation was then combinad with
amortization as reported to IRS.

Guideline service Hves

In 1962, the Guidelines issued under
Revenue Procedura 62-21 set forth
new service Lives for agquinment that
were 30 to 40 percent shorter than those
sugpested in Bulletin F. The new lives
were applicable to both new investment
and existing assets. Service lives of
structures were not changed appreci-
ably irom Bulletin F.

I the spproximations, allowances for
the QGuideline changes werse made
pragmaticelly. As compared with the
lives previously in use, the service lives
of investinent In new eguipment in
1962 and smbsequent years were Te-
duced by about 15 percent for manu-
facturing and about 10 percent for
nonmanufaciuring. The unused parts
of the lives of old equipment in 1962
were reduced by the same percentages.
These reductions in service lives re-
sulted in incresses from 1961 to 1982
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in the computed depreciation carmpo-
nents for manufacturing and nonmanu-
factuting that closely muatched the
inerenses in the actual TRS series

The Computed
Approximations

Tha resulta show that NIA-TRS de-
preciation san he closely approximated.
Approximation I agrees remarkably
will with the NITA-TRS series for the
period after World Wer I1. It is shown
in the last pans] in chart 8 on page 22,
and all thrsa approximations ars shown
in table 2.

Because of the differeni service Yife
asgumptions, the three computed ap-
proximations differ. Naither epproxi-
mation II, baged on constant Bullatin
F lives through 1952, nor III, based on
eonztant service lives of .35F, generates
pufficient depreciation to follow the
NTA-TRS earies in the 1950’ as clnsaly
us I, which is based on declining servics
lives. The spprogimations tend to sup-
port the hypothesis that tax service
lives ware declining prior to 1953. With
approximation II, the service lives of
the investment made after 1940 ara too
long to generate sufficient depreciation
in the 1850's. With approximation ITI,
mare depragiation had elrendy been
taken on pasi investment than with I
30 that chere was less undapreciated
stock remaining in the 1850's on which
to caleulate depreciation. The approxi-
metions are assessed further Im the
sppeadiz.

Effect of changes in practice

The approximations were calculated
by stages so that the effect of aach of
the changes in depreciation practices
could be assessed separately. In the
first penel of chart 8, the NLA-IRS
saries is vompared with depreciation
computed on the assumption thet the
1940 practicea—Bulletin F service lives
and steaight line depreciation—ze-
mainad in effect in subsequent years.
This computed series is designated as
line A. The differences betwesn these
two series singe 1040 reprasent the
effects of changes in depraciation praoc-

B. Ti e apw ooximationy, to ¢rpbcit wilowearss ware made
for provisans ls thy Suldslines ity than the redockion in
2 view 1198 or for & festurs of the mveshmant tax anedil of
1067 affssting deprocialion. Thegy slhat provabmd weeas
el Lo kportans thiee ¥he redoctbon Lo secrion o and
ara disenmed i Ehe SDRendi,
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tices, which the articla aftempta to
expluin,

In the second panel, line A is re-
peated. The net effect of 60-month
amortization—the difference between
the gross smount of smortization as
reported to TRS and deprecetion
compuésd from esttmates of amortiz-
able investment using =ztraight line
depreciation and Bulletin F service
lives—iz ndded to line A to obtain line

‘B.

The net effeet of the gradual shorten-
ing of tax service kives before 1962 was
taken as ths difference between straight
line depreciation {on gll investmant
that was not amortized) computed with
gonstant Bulletin F service lives and
that computed with declining servive
lives. This difference is added to fine B
in the third panel to yield Yine C.

The net effect of accaleratad deprecia-
tion was calenlated after sllowanss for
the gradual shortening in service lives.
It was compuied as the difference be-
tween double-declinivg balance and
pteaight line depreciption applied fo
part of the new investment made since
1954. Inx the fourth panel, thiz difference
is added to hine O to ohtéain line 1. The
effect of the Guidelines was computed
hy making a furiher reduction in serv-
ice lives of new and existing equipment
in 1962. The ndditional depreciation so
vomputed is added to line D in the
fifth panel to yield line E, the end
result of approximation I. In the sixih
and last panel, the WNIA-IRS series is
shown again for comparizon with line E.

The total effect of changes in de~
precistion practices is estimated in;
approximation 1 to have added about:
30 Dhillion to depreciation charges in’
19668, about one-querter of corporate
depreciation chergss and 11 percent of
corporate profits. About $1¥ billion 1=
attributed $o the Guideline service lives,
sbout $3¥ billion to acceleroted de-
preciation, and about $43% billion to the,
gradunal shortening in service lives prior
to the Guidelines. Nei amortization of
defense fucilities was negotive by about
$% billion m 1968.

The Cuidsline service lives have
yieided en estimeted 304 hillon in
additional depreciation since 1962, and
nccelerated depreciation has resulted
in sbout 822 billion wdditional deprecia-
tion since 1954, Nat amortization sinca



29 SURVEY OF CURRENT BUSINESS April 1983

s  CHART 5
Darivation of Appraxisation af HUA-WRS Corporata Begreciation
Bllow & {Rariy somle) Bilken § [ati szl

-

1 ' g
190 a5 -] =L}
1. 5en lorinmie b okl 1 lor g,
1Y Dol of Cwwracce (i o Stk Ecomomies u-H




Al 1863

1940 has amomnted to about $¢ billion.
Finally, the total amount resulting
from the gradus)] shortening of service
hves—irom Bullefin F service hves in
1940 .to .75F in 1957—has been about
$40 billion.

Although the effests of the Guide-
lines, accelersted matheds, and amorti-
zution in appremimations II snd III
ara about the zame a2 in 1, the amount
of depreciation arising from the redue-
tionz in service lives Jiffare, As indi-
cated above, -the results support the
service life assumption in approximation
I. The selection of appropriate service
livas, however, remaina uncertain, and
the resnits of the other approximations
provide a renge within which the true
figures probebiy fall. They suggest that
it approximgtion I is in error, it iz prob-
ably toc high in most years. The three
eatimates of the total effect of declining
serviea lives range from %15 billion in
spproximation III to $40 billion in T,
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with, the estimate in IT at 333 billion.
The range for 1966 is from $2 billien in
III to $4% billion in II, with epproxi-
mation I st $4% billion.

Appendix

In this appendix, the epproximation
to NIA-IRS depreciation is assessed
more fully than in the ardels and the
methods and data used in the present
study are described. Generally spesk-
ing, the section dealing with methods
and date applies to both parts of the
gtudy; however, there are occssional
references to maiters discussed solely
im pare I0.

Further Evaluation of the
Approxdmations

Approximation I wes judged to be
aloge to NIA-TRS depreciation in the
pariod after World War II (table A).
For the 1980°%, it falle short of the
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acinal seties in mest years by onm
B¥ of 1 percent per year. From
P80 to 1965, it exceeds the actusl series
by an average of 0.8 percent per year.
Until 1861, spproximation II fails
short of the sctual paries by larger
ameunts than I; it then moves shove I
and exaeeds the actual series by larger
amounts thsn . Approximation. IIT
runs at s lower level than I and falls
short of the actual series svery year
until 1965.
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None of the approximations agrees
closaly with the incresss in the NIA-
IRS geries from 1965 to 1966, The
NIA-TRS series incresses $2.4 hillion
while the approximations show increasas
of about 33.1 billion. Part of tha dis-
crepancy may he due to the preliminary
nature of the NIA-IRS series. Final
IRS tabuiations for 1945 and prelim-
inery tabulations for 1966 will not be
available until later this year. Another
possible explanation for part of the
discrepancy is thai the reserve ratio
test and the restriction on open-end
acoounts with respect to overage nesets
may have reduced the depreciation
deductions begioming in 1966, (This is
discuszed below.)

Although the spprodmations are
shown back to 1929, the study did not
attempt to appreximate the NIA-TRS
series closely in the years prior fo 1040.
The level of the NIA-TRS series in
1929 falls between the computed esti-
mata based on Bulletin F Jives and thet
based on .86F lives. The NIA-IRS
sartes declines more than the computed

series in the early 1930's and incresses .

more in the 1940’s. The lerger decline
and later inereass are consistent with
the effect of Treansury Decision 4422
and with two other factors that may be
assumed to have affected the NIA-IRS
geries in the 1930°s and 1940z, Reduced
smounts of depreciation were faken
with the units.of-production method in
the 1930's, and there was probably a
natural tendency for corporations show-
ing losses to altempt to postpome
depreciation to more prosperous years,
A eloser approximation covld hava
been achieved in the 1930°s if allowances
had bean made for the factors cited
above.

In addition to comparing the approsi-
mations with the NIA-TES series, twn
comparisons with independently de-
rived estimates are possible. In ¢ recent
study based on balance sheetzs deta
from IRS3, Norman Twe estimoted
that the-accelerated mathods conirib-
uted $2.4 billion dollars of deprecia-
tion in 1959.* Thi=s figure compares
with an estimate of $2.2 billion in all
three opproximations. About half of
the $200 million difference is due to

U Trore, 2p 1, pp, F2-8.
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the exclusion of farm and residential
depracigtion from. the estimaties pre-
sented in this artiele.

In a survey of edrporations made by
OBE in the spring of 19637 it was
estimnated that the Guidelines contrib-
uted 524 hilion additional deprecis-
tion in 1962, which comperss with a
range of $2.2 hillion o 52.3 billien in
the approximations. Because corpora-
tions were able to switch to the Guide-
lines for the year 1962 uniil their books
were no longer sabject to audit, & larger
dizerepangy might resolt if 2 survey
covering 1962 were teken now.

Possible sourcas of error

The uncertainties concerming the
service lives used by scorporations have
already beem indicated ms a sourece of
possible error in the approximations.
Other possible souress of error includa
the following: {1} The computed ap-
proximations maka no allowanca for
rezala of vzed ageets. On balanes, these
probabiy take place at prices hipher
than the depreciated values: they thus
increpse the met book velue of the
stook and result in laxger depreciation

dedactions than if the original gwmer

held the asset to ratirement. (2) Simpli-
fring assumpiions wers necesaary with
respect o the depreciction proceduras
u=ed by bu=iness, As indicated below,
ench of 34 types of investment was
sesigned an average servics life and
ratired in a range around che average
on the basis of the Winfrey distribu-
tion. Howaver, business procedures
are more complex. Neither the group
nor the item accounting methoeds wsed
by business corresponds exactly to the
procedures employed in the study.
(8) The odjustments for changes in
strvice lives and the switch to acceler-
ated methods were made on the basis
of averages. Actually, there is a good
deal of dispersion ahout these averages,
by both type of investment and in-
dustry, which could lead to somewhat
different resulia. {4) No explicit allow-
anees wersintroduced in 1982 for severa]
aspecta of the Guidelines and the invest-
ment tax cradit since they wonld have

7. Lawrenos Bridge 'New Deprecation Quldelines ad
the Investment Tax Credit,"” Gtevy of Cuzsaaoet Bos-
HES, Ty 190
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mnduly eomplicated - the procedures,
Instead, the serviee lives wera redwced
in 1962 to provide a close mateh betwesn
the ecomputed and actual increase from
1881 to 1962. The procsdura may not
provide & elose agreement after 1962,
but more information and probably
the pazsage of a few more years are
neaded before thiz cen be sdequately
assessad. Those aspects of Guidelines
ang the invesiment tax credit for which

-no explicit allowances were introduced

are discussed below. (3} Underlying
the study wre seversl sources of data
and a pumber of assumpiions that
wets necessary in deriving the corporate
share of total investment, the estimate
of corporate residential depreciation,
eto. Al these invelve problems as to

definition, coverage, and statistical
ACCUTALY.

Guldelines )

The Gunidelines contained seversl

provisions for which ne explicit al-
lowences were included in the approxi-
mations. Thesa provisions are discussed
below.

The Cuidelines asteblished about 75
asset clesses end B supggested service
Lfe for ench class. Most of the classes
covered the equipment used by o
particnler industry, but o few olnsees
covered types of depreciable assets in

. general use by business, such as office

equipment, trapsportation equipment,
ond buildings. The service lives sug-
gested in the Guidelines were 30 to 40
percent shorter than Bulletin F lives
and olzo shorter thap the lves being
used by many firms.

A firm hed tha option of either con-
firuing its previous procedurss or
adopting the Guidelines. Im. the present
ztudy, instead of regrouping part of the
imvesfment data for equipment to cor-
respond to the new asset groups and
applying the Guideline serviea lives to
these new groups, all of the datn were
continued s 20 equipment gToups as
deseribed below, nnd the serviee lives
applieable to all investment wore re-
duced. Bacausge tmore use of the Guide-
linez was mode by manofecturing firmes
than by nonmenufacturing firms, serv-
ice lives were reduced more for manu-
facturing equipment thon for non-
menufacturing.
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The Guidelines also esfablished the
resarve rabi t as & procedurs for

atermining if a firm’s dapreciation
rate under the Guidelines was axcessiva.
Under the test, the retio of the depre-
cigtion reserva to tha pross valve of the
asset gioup iz compared with a ratio
based on expected or mormal replace-
mant practice. The reserve ratio test
was originally scheduled to take affect
in 1965, but the transition perigd was
axtended and the test was significantly
modified when it became spperent that
many firms would be unable o mest
the test. One reason thab some firms
feiled the original test was the exag-
gerated depreciation deductions arising
from the inclusion of fully depreciated
assols in group accounts. Assets that
had been fully depreciated in item ox
year-cl-scquisition accounts snd thet
were sill in uvse could be included in
new group acsounts established ymder
the Guidelines. It was to the texpayer’s
sedvantage to inchuds the original value
of such asszeta in new open—+nd group
acconnts and (o depreciate the ac-
counts with either the stralght line or
sum-pf-the-years-digits method because
in both of these methods the gross value
of the assets is the hasze for calculating
depreciation. For manwlacturing cor-
porabions in 1083, abeut 20 percent of
the additional depraciation arising {rom
the Guoidelines was sstimated to be dua
to the inclusion of fully deprecisted
assais In group accounts and 80 percant
to shorter lives., When the {ransition
period for the resarve ratic test was
axtended, the repulations were alsoe
changed a0 that new investment in
1965 and later years could not be added
to open-end accounts being depreciated
with sither the straight line or sum-of-
the-yeare-digite method. This mada the
aceounts conteining the fully depre-
ciated asents alosed end. Bince the de-
pPreciation talken previously had been
transfegred te the new aseounts, the
depreciation reserves of these accounts
were already high and would rapidly
approach the grass valus if there were
no retirement of folly depresiated
asspts,

In the approximations, no allowences
were mpde for deprecintion srizing

B, Proderiek W. Sher tmdoa o, o
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from fully depreciated mssets or for the
reserve ratio test. The affect of the
reserve ratio test is penerally considered
to have been nepligible. However, the
presence of the test and the restriction
on new additions to opem-end group
acrounts sfter 1964 may have resultad
in less depreciation being teken because
of overage ssgeis, The fact that the
OBE approximations excead the NIA-
IRS figures in 1845 and 1946 lands
suppord to this possibility.
fnvestment tax credit

Beginning in 1382, corporations wera
allowed an investmment credit against
their income fax. Initially, the depreci-
abie base on which depreciation is
computed was reduced by the amount
of the tax credit. For corporations
other than public utilities, the credit
allowed wes 7 percent of the investment
in equipment with service lives of
8 years or more and less than 7 percent
for equipment with sarvice lives from
4 to B years. Property with lives of less
then 4 years was not elipible for credit.
The credit was limited to s certain
percentage of profits; in addition, there
wera provisions for carrying the credit
forward or backward to other tax years,

In 1964, ihe law was changed so that
the depreciable basa was no longer re-
diteed by the amount of the tax cradit
and the reductions made in 1962 and
1943 were restored. Thiz change shifted
tax deprevintion fvom 1062 and 1963
to later years—perhaps as mush a2 $100
million from 1962 and $300 million from
1963. In the appreximation, no adjust-
ment was made in the depreciable base
to tale account of the initial provision
in the mvestment tex credit or its
ravision in 1964.

Methods and Sowurces of Data

The present study drows on OBE's
Capital Stock Study, which presentsd
estimates of fixed capital stocks and
related mensures for all business exclud-
ing residentig]l properties.t Where nec-
essary, raference is made to the methods
and data sources of the Capital Stock
Stody. Additional discussion of these

0. Lawrooeo Goew, Irving Bodbnbag, Roled . Wassm,
“Hew Eatimates of Fixed Buginem Caplial in the Tnlted
Bhubed 152545, GUEYEY oF CUMAECT PitithEda, Thoowmiber
1.
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points may bes found in the artiele
deseribing the sarlier study.

Computation of deprecintion

The perpetnal inventory method was
used to compute the approximations to
NIA-TRS deprecintion in part I and
the altarnative mensures of corpornie
capitel consumption allowancss in part
II. In the perpatual inventory method,
estimates of gross investment and of
service lives are used to develop meas-
ures of stocks and depreciation. Gross
stocks are obtained by curmilating gtoss
investment in prior years and then sub-
tracting gross investment in those sssets
thet hava complated their service lives.
Depreciation charges are obtsined by
applying depreciation rates to the in-
vestment elements contained in the
aross stock. et stocks are obtained by
subtracting from the walue of gross
stocks the cumulated deprecintion on
asseta still in service.

Corporate invasimeni figures for
about 20 groups of equipment and 14
types of stractvres were used in tha
computationz. For each type of invest-
ment, an average service life was veed
topeiher with a disibution of the re-
tiremnents or discards of assats about the
average. The distvibution used wasz a
modification of the Winfray 5-3 curve,'”
u bell-shaped distribution with discards
starting at 45 percent of the average
service life and continuing until 155
peraent. is atiained. For example, for
investment with an average service lifs
af 20 years, the assumption is that dis-
cards begin in the ninth yesr on nsmall
geale and increase gradually, with tha
greatest concentration near the 20th
year. The discards continue beyond tle
20th year in declining amounts until
the 31st year.

The service lives resulting from ihe
Winfrey distribution were used in
computing deprecistion. In the above
exzmple, the investment discarded in
the ninth year was fully deprecinted
over o 9-year service life, The invest-
ment discarded in the 3lst year was
fully deprecisted over a 31-year service
kifa.

0. Rolibey Winlpey, Sioinfoal Snalps of foduarial Frojg-
ariy Roltrament, Iews Erpleubiring Expariowent Btatlm Ball¢-
o 125, Decomber 11, 3895, . 10
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Three depreciation formulas were
congidered in the study. The streight
line formula dapreciates the value of an
asset over its service life in equal
pnnua] amounts. The straight line
Forronls may be writhen:

D:+1={f’

whers I} representz deprecistion, 1
is an investment slement contained
in the gross atock, ¢ is the year in which
the investmont was made, n iz the
gervice life, and 4=0,1, . . ., n—1.

The douvble-declizing balatice formuls
depreciates the net value of an asset
by a eonstant percentepe .each year,
which is twice the pereentage taken in
the first year with straight lina de-
preciation. The double-declining bel-
ance formula may he written:

D=2 (1 _2)‘1',

whera I, ¢, I, », and ¢ azve defined as in
the straight line formuls. With the
douhle-declining balance formuls, the
net value hever reaches gero. To write
off the entire value, & convention that
iz available vnder IRS regulations was
used. Depreciation was ewitched to
straight line at the point where straight
line depreciation of the remaining value
results in & larger deduetion than would
the use of double-declining deprecie-
tion,

The sum-of-the-yeprs-digits formnle
takes as dapreciation a chenging frac-
tton of the original value of the nsset
ench year. The numerator of the fras-
tion changes each year to correspond
to the remaining useful life, and the
denomrinator, shich remains constant,
is the sum of all the years' digits in the
service life. The sum-of-tha-years~digits
formuls may be written:

r—1

(1 +2, 4, 1} 4

whare IJ, £, T, #, and © are defioed as in
the straight lina formola.

The half-yesr convention wos used
in computing depreciation, but to
simplify presentation it is aot shown
in the above formulas. With the hali-
¥ear convention, all investment is

D:-H_"
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ssgumed to have ocowrred at midyesr;
& half-yenr of depreciation is taken in
the fref year and a half-year in the

last year in which the asset is in sevvies. -

Service Huves

Thea average serviee livea were based
on the rasults of the Capital Stock
Study; the derivation of these lives is
dizcussed below. Average sarvice lives
based primarily on Bulletin F (1042
edition) wers estimated for each of the
20 groups of equipment and 14 types of
stTuctures in the Capital Stock Siudy.
The nvarage Mo for sach of the 10 biocad
types of nonfamm equipment was de-
rived from the Bulletin F' service Lives
pasigned to individual typee of equip-
ment within the group. Altogether,
serviee lives for abont 180 detailed
types of aquipment were used in ohitain-
ing averages for the 19 proups. Averages
were caleulated with weights based on
shipments 4ata from the Census of
Manufactures. The average life for
farm aquiprment was derived from
several Department of Agriculture
atindies.

Sinee the investment data for strue-
tures jnelude both investment in new
atruetores and inveatment in alterations
and additions to existing structures, the
average sarvice lifa of the two is less
than that for naw structures alome as
shown in Bulletin F. The sarvice lives
used were 20 percent shorter than
Bulletin F for manufacturing structures
pod 7 percent shorter than Bulletin F
for nonmanufagturing structures.

No allowancs was introduced for
alterations and additions to ferm siruc-
tures, The service lives of farm strue-
tures reprezent s compromise between
Bulletin F lives and the shorter lives
provided in the Guidelines.

Although in most instances the lives
of the individual types of equipment
were taken as constant ¢ver the period
covered by the study, the average lives
for the equipment groups change aver
time becauss of differences in asset
pomposition. The average lives as de-
acribad above are those roferred to as
Bulletin F sepvice lives in the presant
stndy. Lives shorter than Bulletin F
were prepared by teking a percentage
of the Bulletin F service lives.
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Derivation of corporate investment

Tha corporate mvestment estimates
were prepared for the present study
from the date on private fived non-
residential investment as shown in the
national ineome and product aceounts.

In the national accounts, nonresiden-
tial fixed investwent is shown for 20
groups of equipment and 14 types of
structuras (teblez 52 and 54 in the

July 1967 Soevey). These 34 series

ware separated intp manufacturing,
farm, and all other industries in the
Capital Stock Study. This separation
and the extension of the 34 series to
yoars earlier than 1929 are described
in the December 1366 Surver article.
For the present study, these inveatment
pstimates—updated to include revisions
that weppeared in the July 1967
SourvEY—provided the starting point
for developing corporate estimnfes of
investment in fixed assets.

The disaggregation of investment
into corporate and nencorporate come
ponents was accomplished by a variety
of mathads;

{1} Hevera] investmeni series from
the Capital Stork Study were wholly
aszigned to either the corporate or the
noncorporets sector. For example, all
investrnent in public utility structures
was taken as corporate while all in-
vestirent by nonprofit institutions was
sssigned o the noncorporate sector.

(2) Investment in avtomohiles was
separsted inte corporate . and non-
corporate shares on the basis of infor-
wation concerning <orpoTate purchases
of antos obiained in the 1957-58 plant
vnd equipment surveye and in the
1957-53 surveys by the Federal Re-
serve System on the use of cars for
business purposes by employees.

{3) Corporate and noncerporate
shares of investment in petrolenm nad
natural pas structures (lacgely oil
wells} were based on the depletion
allowances reported to [RS by corporate
and noncorperate businesses.

{4) After special treatment of these
items, the remsining investment tom-
ponents, each of which was already
sllovated among mannfacturing, farm,
and oll other industries in the Capital
Stock Study, were further allocated be-
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twean corporate and DONCOrPOrate on
the basis of five oversll ratics for (s}
manufacturing equipment, (b} manu-
facturing structuras, {¢) all other non-
form equipment, (d) all other nonfarm
atruetures, and (e) farm. Owverall per-
centages were used since information
iz not availsble to separaie the remain-
ing investment components individually
into corporate and noncorporate parts.
To prepars the manuvfacturing per-
centages, corporate and noncorporabe
investment in struciures and in equip-
ment—1less those items handled sepa-
rately in sections (1) through (3)
above—were eatimated for benchmark
years from the 1954, 1083, and 1963
Censuzes of Manufactures, Using wapes
ond salaries plus net income of proprie-
tors, the noncorporate estimates—since
they wera the smaliest share—mwers
interpolated between the benchmarks
and exérapolated forward to 1966 and
back to 1946, The noncorporate esti-
mates were deducted from the annual
totals psed in the Clapital Stoek Study
for plant and equipment o estabhsh
corporate investment for each yaar
from 1646 to 1066, Overall corporate
peroentages wers then computad for
manifacturing aquipment and manu-
facturing stiuetures. ’
The corporate-noncorporate alloea-
tion for other nonfarm indusiries from
1948 to 1066 wera derived from several
sources: for trade end serviess, Census
of Business data; for transportation and
construction, mainlty the OBE-SEC
plant and aqeipment data; for the re-
. maining industries, IRS depreciation
figurezs. The noncorporsts estimates
were interpolated between henchmarks
and extrapolated forward to 1966 and
back to 1946 using either gross reciepts
or wagas and salaries plus nes income of
proprietors, slthongh some use was also
made of the OBE-SEC plant and equip-
ment survey. The noncorporate esti-
motas were then deducted frem ihe
annual igtals to arrive at corporate in-
vestment, snd overall corporate per-
centages wers computed for wll other
nonfarm equipment and all other non-
{arm structures. '
The torporste percentage for farms
was basad on RS corporaie farm de-
preciation and on total farm deprecie-
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tion estimsaigs of tha Department of
Apgriculture, after the former had been
adjusted to include only domestic farms
.ind hsd been revalued in current
prices,

The five corporate percentages de-
rived by these processes were extrapo-
lated from 1946 back to 1938 on the
basis of the corporate snd noncorpo-
rata cepital consumption allowances
and were held constant prior to 1938
The corperate percentages used for
1938 nnd 1986 are shown in table B.
The resuliing series of percentages were
applied to the estimates of the 34 cate-
gorigs of investment for the entire span
of over 100 years to derive the corporate
share of sach of these items.

Beparate estimates of investment by
fnaneial and nonfinancial corporations
were also required for this study. The
basic technique employed was to meas-
ure investment by financisl corporntions
as equel to the sum of the change in
net stocks derived from sueccessiva
balance sheets plus sapital consumption
ollowanees from ingome statements.
Dute from warious povernment and
privata organizations were uszed for the
geveral types of Bnancial institutions.
The sourees included the Federal De-
posit Insurence Corporation, Federal
Reserve System, Internal Revenus
Service, Institute of Life Insurance,
and Best's Fire and Casualiy Aggregates
and Averages. Tha invesiment by finsn-
cinl corporations was allocated among
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and deducted from the following cor-
porate invesiment components: furni-
ture, general industrial machinery, office
and store equipment, service-industry
machines, elecirical machinery, auto-
mobiles, and commercizl struckures.

Revidential property

Estimates of the nmounis aceruing to
corporata owners of residential property
were deducted from the published
figures pertaimng to corporate profits,
capital consumption, gross produst, and
income originating so that the coverage
aof thess series would correspond to the
somputed depreciation meazures, The
residentiaf ectimates for eorporations
were obtained by sllocating the compo-
nents of grose product of tenant-
accupied residential properties hetween
sorporate and other owners. The ratic
of the stock of residential properties
owned by corporations to the total
tenant~oceupied stock was used fo
allocate gross produoet, income originat-
ing, and the sum of depreciation and
profits of tenant-occupied properiies.
The stock estimates were developed
from information from the 1960 Survey
of Residential Finsnee and the Flow of
Funds Accounts of tha Federal Reserve.

The split hetwean profits and de-
preciation was based on the distribution
between profits and depreciation shown
for the 3-digit TRS industry Real
Estate Owners and Operators.

The allocation of the residential
estimates hetween financial and non-
finenciel eorporations was basad on the
ratio of the stock of housing ovwned by
life insurance companiss 0 the total
corporate residential stock.

Derivation af NTA-IRS corporate
depreciation

Table C shows for the year 12656 the
Telntionship between corporate depre-
clation as reported to LIRS (line 1},
corporste capital consumpéion allow-
ances s published in the national
accounts {line 5), and the NIA-IRS
corporate depreciation used in Part I
of this study {line 10}. The NIA-TRS
total is obteined by adding to IRS3
corporats deprecigtion an  sllowence
for accidental damage to fixed capital
and deducting capital consumption al-
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lowances for both residential prop-
erties nnd farms owned by corporations.
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Regional Changes in Parsonal Income
{ Congifnued frem poge 19)

eral Government, and farming on
chenges in regionnl trends in total
ineome from 1960-85 to 1965-66. A
compariaon of changes in the mte of
peraonal income growth over the two
petiods with and without the compo-
nent under sveluation provides a net
meagure that reflects both the weight
of the component in the incama strne-
ture and the ncceleration in the *ate of
change in the eomponent.

It 13 evident from the tabulation that
the increased growth in marnufacturing
wages and salaries had by far the largest
absolute effect on changes in the in-
eome . agprepate both nationally and
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regionally. It glso contributed substan-
tially to the narrowing of regional
differentials in growth rates. Changes in
Federal payrolls boosted the rate of
growth in total income appreciably but
tended to widen regional differentials
by shirpulating total income growth
more in fast.growing then in slaw-
growing Tegions. Farm income, on the
other hand, hed ne significant effect on
the national inceme growth rate but

cantributed to uniformity by limiting -

the relative increase of total incoms in
fast-growing regions.

Income Changes in 1967

Druring 1967, when the national rate
of economic advanee slowed, and theare
was an actoal decline in the output
of durable moods, regional econormic
growth onece again resembled its long
term geographic pattern. That is, eub-
stantially larger relative mcome gains
were again recorded in the West and
South, and smaller ones in the northesst
and north ceniral regions. Ower the
course of the year, personal income rose
30 percent more in the three rapid-
growth regions than in the other five
arass—a differential about the same as
thai which prevailed over ihe longer
span frem 1948 to 1965,

Meanufaciuring exponsion slows

Tha fasktors responsible for the re-
emergence of Iong term trengds in 1967
wera generally the reversa of those
oparating in 1D065-66. Most of last
yenr's change in regional growth pat-
terns is traceable to o substantiel declins
in the rate of expaneion of factory pay-
rolls (centering in durabla goads) in tha
typically slow-growing regions and to a
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near-continuation of the rate of ax-
paasion in manufectwring payrells in
the cther regions. In addition, the simall
rise in farm income in the fast-prowing
regions oombined with a small declina
in the slow-growing aresas in 1967 to
widen regional trends in total income
growth, Finally, the laveling off in
Federal payrolls over the year tended
to norrow regional treads in total in-
cotne growth duyring 1947,

Table 6 chows State and regional
cheangez in total income and in selected
coponents from the first querter of
1965 to the fourth guarter of 1968 and
from the fourth quarter of 1966 to the
fourth quarter of 1967,

Ragionoel shifts within 1067

Developments within the yenar 1967
huttress the foregoing analyszis. From -
the fonrth quarter of L1346 to tha sesond
guarter of 1967—whan the economy
was gluggish and output of durables fell
marigedly—the rate of growth in the
vsually fast-growing regions excesded
that in the slow-growing regions by 40
pergent. Thus, during the first half of
the year, Tegional economic differences
were even greater than those typical of
the long term trend.

In contrast, when the ecomomic ad-
vance again quickened and autput of
durehles nearly made ap their previous
drop during the lest half of 1967,
regional rates of growth becams more
uniform. Over this two-guarter span,
the rate of growth in the fast-growing
regions exceaded that in slow-growing
regions by about 10 percent. This pat-
tern of regional prowth is closely in
line with that which prevailed dyring
the economic axpansion of 1965-66.



